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COURSE OUTLINE
 Learning Outcomes: 
 At the end of the course students are able to analyze several issues 
related to international trade, trade and macroeconomic policy in 
open economies, and to the evolution of foreign exchange markets.
 Main textbooks:
 Krugman, P., M. Obstfeld and Marc Melitz: "International 
Economics: Theory and Policy", Pearson Eds (last edition)
Any textbook of "International Economics" can be useful (e.g. R. 
Feenstra, A. Taylor, "International Economics", Macmillan (last edition).
 Lectures' slides, additional material and further readings will be 
posted in the repository “AMS Campus” in due time
COURSE CONTENTS
 The course is divided in two parts, each composed of 10 lectures. The first part focuses on international 
trade theory and policy. The second part covers topics of international macroeconomic policy.
 Part 1 - International Trade & Trade Policy
 Lecture 01. Introduction: the state of the world and of international trade: Lecture 02. The economic 
policy of globalization; Lecture 03. The Comparative Advantage Theory and the Ricardian Model; 
Lecture 04. The Hecksher-Ohlin Model; Lecture 05. Economies of Scale and Imperfect Competition; 
Lecture 06. Foreign Direct Investment; Lecture 07. Migration; Lecture 08. Offshoring, outsourcing, and 
licensing; Lecture 09. Trade Policy; Lecture 10. The Trade policy of International Organizations 
(intellectual property rights, labor standards, trade and environment.
 Part 2 - Open macroeconomics and international macroeconomic policy
 Lecture 11. Reassessment and Group Project; Lecture 12. National Accounting and the Balance of 
Payment; Lecture 13. Exchange Rates and the Foreign Exchange Market; Lecture 14. Exchange Rate 
Policies; Lecture 15. Optimal Currency Areas; Lecture 16. The European Experience; Lecture 17. 
Financial Globalization: Opportunity and Crisis; Lecture 18. Presentations (A); Lecture 19. 
Presentations (B); Lecture 20. Conclusions
OTHER ISSUES
 Exam:
 The mid-term assessment for Part I (50% of the final mark) is scheduled at the end of the first term (on the 
23rd of March 2018, at 13:00), it is one-hour long and is composed of two open questions.
 The mid-term assessment for Part II (50% of the final mark) is scheduled at the end of the second term (in 
Lectures 18 and 19), it is composed of a group project on a topic chosen at the beginning of the term. The 
groups will have to draft a short essay and discuss it with the teacher and the rest of the classroom.
 For students failing the exam through mid-term assessments there will be two exams (two-hour long and 
composed of four open questions). The first one is on Friday the 27th of April, at 17:00; the second one will 
be in May (TBA).
 Timetable:
 Check the official timetable
 Office hours:
 In the professors’ room, after each lecture.
 Prerequisites
 Fair knowledge of standard microeconomics and macroeconomics
A quick glance to the world economy
The Peters Projection of the World Map – Keeping 
the proportions of the land area
The World Map according to annual income (2015, PPP USD)
The World Map according to absolute poverty (people living 
below 2 USD a day)
The World Map according to car exports (value in US dollars)
(Courtesy of worldmapper.org)
The World Map according to car imports (value in US dollars)
(Courtesy of worldmapper.org)
GDP per capita, ppp, evolution 1960 - 2010
Exports of goods and services (% of GDP, selected 
countries)
Annual growth rates, Italy, Exports and GDP

Exchange Rate, Euro vs. Dollar – 1999 to 2018
Dow Jones index
Some facts, some questions
Fact 1. Countries differ enourmously in terms of incomes, 
inequalities, and trade patterns.
Fact 2. Trade openness has been increasing in the last few 
decades
Fact 3. There are strong variations in both real and financial 
variables.
Question 1. Is there any link between trade and economic growth?
Question 2. What are the most effective trade policies?
Question 3. Is the financial side of the economy relevant for real 
growth?
Question 4. Is there an equilibrium exchange rate?
A recap:
Concepts and Definitions
A. Gross Domestic Product
Overall market value of final goods and services produced within a 
country in a given period of time (usually one year)
GDP is the most important measure of aggregate income
GDP = Consumption + Investment + Net Exports
The GDP of world countries is in the attached file
Clear problem: the ranking is biased by the size of the country (the 
population
A recap:
Concepts and Definitions
B. Per capita income
GDP per capita = GDP / Population
The GDP per capita of world countries is in the attached file:
Another problem: the ranking is biased by the different cost of living in the 
different countries
C. Per capita income adjusted in terms of purchasing power parity 
(PPP)
Usually, poor countries enjoy lower prices (lower cost of living)
Adjust incomes in order to measure how many representative bundles of 
goods can be purchased with the average income
A recap:
Concepts and Definitions
Example: two countries (Mexico and US) and two currencies 
(peso and dollar)
GDPPCUS = 1000 USD
GDPPCMEX = 1000 P
If the exchange rate is 1 USD = 2 pesos, GDPPCMEX = 500 USD.
Then, GDPPCUS = 2 GDPPCMEX
But, what if the representative good costs 20 USD in the US and 
25 pesos in Mexico (which is equivalent to 12.5 dollars)?
GDPPCUS(PPP) = 1000 / 20 = 50
GDPPCMEX(PPP) = 1000 / 25 = 40.
Hence, GDPPCUS(PPP) is only 25% more of GDPPCMEX(PPP)
A recap:
Concepts and Definitions
Problems
There is no such thing as a representative bundle of goods
– Rule of thumb methods: the Big Mac Index
In international measurement, one considers that 1 USD = 1 USD PPP 
(the local cost of living is considered in relations to the cost of living in 
the US)
The GDP per capita PPP of world countries is in the attached file
D. Economic Growth rate
Percentage change of an economic variable in a period
Y1 – Y0
----------
  Y0
A recap:
Concepts and Definitions
Problems
Growth is important, and small variations in the growth rate can have 
breakthrough effects
Consider two countries (A and B) with the same level of income (Y = 
100) and see what happens 50 years later if A annually grows at 2% 
and B at 3%:
Y(A) = 100 (1 + 0.02)50 = 269.16
Y(B) = 100 (1 + 0.03)50 = 438.39
B's income is 63% higher than A's!
In the attached file, you can find the ranking of selected countries as 
regards percapita income growth.
Usually, for intertemporal comparisons real data are considered, in 
order to avoid biases due to inflation. Series are deflated
Growth and Development
The concept of growth refers to the increase of a certain relevant 
variable (usually income) over time
 Income is a flow variable, wealth is a stock variable
“Economic development must also deal with economic, social, 
political and institutional mechanisms necessary to bring about 
rapid and large-scale improvements in levels of living of the 
peoples... Development must therefore be conceived of as a 
multidimensional process involving major changes in social 
structures, popular attitudes and national institutions, as well as 
the acceleration of economic growth, the reduction of inequality 
and the eradication of poverty” (M. Todaro).
Development = growth + structural break
The limits of income and growth
The economic approach to well-being:
At the individual level, utility is a function of income: U = U(Y)
At the aggregate level, well-being is a function of aggregate 
income (GDP)
Hence, the intertemporal goal has to be to maximize income 
growth
But income has some, well-known, limits.
“What happens to national income if a man marries his maid?” 
(J.M. Keynes)
National income goes down!
The limits of income and growth
Four main limitations of income as a measure of well-being:
1. It only accounts for what goes through the market (it is an 
imprecise measure of well-being)
2. It does not take into account the quality of the goods and 
services (it is a biased measure of well-being)
3. It does not take into account individual freedom of choice and 
non monotonicity of the relationship (it is too a simple measure 
of well-being)
4. It does not take into account inequality and social comparisons 
(it is a flat measure of well-being).
The limits of income and growth
Robert Kennedy:
“The gross national product includes air pollution and advertising 
for cigarettes and ambulances to clear our highways of carnage. 
It counts special locks for our doors and jails for the people who 
break them. GNP includes the destruction of the redwoods and 
the death of Lake Superior. It grows with the production of 
napalm, and missiles and nuclear warheads... it does not allow 
for the health of our families, the quality of their education, or the 
joy of their play. It is indifferent to the decency of our factories 
and the safety of our streets alike. It does not include the beauty 
of our poetry or the strength of our marriages, or the intelligence 
of our public debate or the integrity of our public officials. It 
measures everything, in short, except that which makes life 
worthwhile”.
Poverty, Inequality, Human Developoment
How to solve the “income paradox”?
a) Provide an economic value to non-market or semi-market goods
b) Build composite indices of welfare or human development
c) Study the relationship between income and well-being
With respect to point (b), the UNDP introduced the concept of 
Human Development, based on Sen's approach of 
capabilities, in which freedom to choose is the key concept.
DEVELOPMENT IS FREEDOM
Human Development
Key concepts of human development:
 To produce more, particularly in terms of basic services
 Improve the living standards and self-esteem
 To expand the freedom of choice
On a practical basis, the measurement of human development 
pivots around three dimensions:
INCOME, EDUCATION, HEALTH
The index is a weighted sum of these three components
Each component measures the relative deprivation (in terms of what is 
attainable worldwide in that year)
The HDI ranking of world countries is in the attached file

Poverty and Inequality
A. The concepts
Inequality – the degree of dispersion of income (any variable) among a 
population
  Functional distribution – how income is distributed between factors 
of production → the classical debate in economics pivots around the 
distribution between capital and labour (profits and wages)
  Personal distribution – how income is distributed among a 
population sorted by increasing income
Poverty – it is pronounced deprivation of well-being. According to the 
meaning of “pronounced” we can define:
  Absolute poverty: An individual is in absolute poverty if s/he does 
not have adequate means of subsistence (can not afford basic food 
and non-food items).
  Relative poverty: An individual is in relative poverty if her/his income 
is below a certain threshold, relative to the population s/he belongs to.
Poverty and Inequality
B. The measurement
Poverty – set up the threshold, count the number of people below the 
threshold, and measure their share: Headcount Poverty Ratio
   P
HPI = ---------- where P is the number of poor and N total population.
   N
Other more sophisticated indices, which satisfy theoretical axioms, have 
been introduced, but seldom used (Foster, Greer & Thorbecke).
Inequality – The Lorenz curve and any index which is consistent with 
the Criterion of Lorenz dominance
Gini is the most commonly used, but others can be used (Atkinson, 
Theil , Kakwani...)
Some inconsistent measures are sometimes used (ratio between 
income to top 10% and to bottom 10%...)
Inequality is such a blurred concept...

Gini index 
goes from 0 
(perfect 
equality to 1 
(highest 
inequality)
Country Gini ('80) Gini ('90) Gini ('00) Gini (‘10)
Australia 0.292 0.308 0.305 0.349
Belgium 0.227 0.266 0.28 0.276
Canada 0.283 0.284 0.321 0.337
Finland 0.209 0.217 0.268 0.271
France 0.288 0.288 0.327 0.331
Germany 0.26 0.273 0.27 0.301
Italy 0.306 0.338 0.32 0.352
Netherlands 0.26 0.257 0.309 0.28
Sweden 0.197 0.221 0.23 0.273
UK 0.303 0.344 0.34 0.326
US 0.335 0.355 0.45 0.411
Country Gini ('70) Gini ('80) Gini ('90) Gini ('00) Gini ('10)
Argentina 0.44 0.42 0.48 0.5 0.43
Brazil 0.58 0.58 0.6 0.55 0.51
Chile 0.46 0.53 0.58 0.54 0.5
Mexico 0.58 0.5 0.55 0.51 0.48
Nigeria 0.37 0.41 0.43
Tanzania 0.39 0.44 0.38 0.35 0.38
Tunisia 0.42 0.43 0.4 0.36 0.36
Zambia 0.51 0.5 0.46 0.56
China 0.32 0.35 0.42 0.42
South Korea 0.33 0.39 0.34
Japan 0.36 0.33 0.35 0.32
India 0.3 0.32 0.31 0.37 0.35
 Poverty data: see the attached document


